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BOLIVIA: KEY ECONOMIC INDICATORS 


(money values in millions of dollars except where noted) 


1985 1986 1987 est. % Ch 


Population 6,429,226 6,611,583 6,796,700 3. 


Exchange Rates (Bolivianos per US$)*: 
Exchange rate (year end) 1,692,000 1,923,000 
Exchange rate 


(year average) 689,362 1,916,668 


National Accounts 
GDP-real % change 
(1980 pesos) -0.2 


6) GDP-real per capita % change -3.0 
(7) GDP-real per capita 

(US$ current) 578 
(7) GDP-nominal (US$) 3,800 
(1)-. Unemployment rate (%) 18.2 


Finance, Money and Prices 
(1) Money Supply-Ml1 
(thousands of Bolivianos) 198,678 363,304 502,510 
(7) Fiscal Deficit (%) -10.0 -3.8 -9.8 
(6) Consumer Price Index 
% increase(12 months) 8,170.5 66.0 10.7 


Trade and Balance of Payments: 
(2) Total Merchandise Exports 
(CIF) 672.8 
(3) Exports to the U.S. (FAS) 101.5 
(6) Exports of Natural Gas (CIF) 372.6 
(4) Exports of Tin (CIF) 166.6 
(4) Other Mineral Exports (CIF) 52.8 
(2) Total Imports (CIF) 552.5 
(3) Imports from the U.S. (FAS) 118.5 
(1) Current Account Balance -281.9 
(1) Capital Account Balance -210.3 
(1). Central Bank Foreign Exchange 
Gross Reserves (year-end) 286.1 
(1) Central Bank Net Reserves 
(year-end) 95.3 


Sources; 
Central Bank of Bolivia 
Office of Foreign Trade (DICOMEX) 
U.S. Department of Commerce 
Ministry of Mines and Metallurgy 
Embassy Estimates 
National Institute of Statistics 
(7) IMF/Ministry of Finance 


*New currency issued at the end of 1986. 





SUMMARY 


The Bolivian economy expanded slightly in 1987 after 5 consecutive 
years of negative growth. Preliminary estimates indicate growth of 
slightly over 2 percent. Rigorous economic measures imposed in 
mid-1985 succeeded in curbing hyperinflation and stabilizing the 
currency. However, low market prices for Bolivia’s hydrocarbons and 
minerals exports, as well as the restructuring of several 
state-owned enterprises, led to large-scale layoffs in both the 


public and private sectors. Unemployment averaged 20 percent during 
1987. 


The government’s economic reactivation program, announced in July 
1987, aims to reform the banking system, promote exports, and create 
a climate more favorable to foreign investors. Nevertheless, as of 
early 1988 many of its proposals had yet to be implemented. 

Internal structural problems such as high transportation and credit 
costs continue to inhibit recovery and economic expansion. Bolivia 
remains dependent on natural gas exports to Argentina for a large 
portion of its export earnings. Total exports declined 13 percent 
in 1987, due primarily to decreased revenues from minerals and 
hydrocarbons sales. Foreign exchange reserves dropped substantially 
in 1987, due in part to Argentina’s delayed payments for natural gas 
purchases. 


ECONOMIC STABILIZATION AND REACTIVATION PROGRAMS 


On August 29, 1985, President Victor Paz Estenssoro implemented a 
drastic anti-inflationary economic program designed to reduce 
spiraling inflation which had reached a rate of over 20,000 percent 
a year. This plan, known as the New Economic Program, abolished 
foreign exchange restrictions and devalued and stabilized the 
currency. The decree also deregulated bank deposit and commercial 
lending rates and authorized banks to offer foreign currency 
accounts. The more stable economy encouraged capital retention and 
repatriation, but lending rates rose to such an extent that most 
businesses could not afford to borrow. 


The Reactivation Decree issued on July 10, 1987 aims to restore 
public confidence in the economy and create a climate more favorable 
to investment. Many of its provisions are designed to strengthen 
the banking sector by establishing more stringent reserve 
requirements and increasing supervision and other controls. 
Financial reform is crucial to the success of other aspects of the 
plan. The decree emphasizes export promotion and diversification. 
It also offers additional credits and incentives to the private 
sector. It also redefines the Government’s social program, giving 
particular priority to housing problems. 


Although the Reactivation Decree provides numerous incentives for 
economic expansion, many of its proposals had not been implemented 





by early 1988. Bolivia’s weak reserve position limited its ability 
to finance many of the projects. 


UNEMPLOYMENT 


Unemployment averaged 20 percent during 1987. The 1986 
restructuring of several major public sector institutions resulted 
in the dismissal of an estimated 50,000 workers. The state mining 
company, COMIBOL, laid off over 20,000 employees in 1987, but many 
of these workers returned to work by forming mining cooperatives. 
The government has instituted numerous temporary work programs, 
primarily in the public services sector, to employ workers until a 
recovering private sector can provide permanent employment. In 
addition, the U.S. Government-sponsored Food for Work program offers 
short-term employment to over 50,000 people. 


INFLATION 


During 1982-85, the government financed its growing fiscal deficits 
through expansion of the money supply. This led to spiraling 
inflation which reached a peak of over 20,000 percent in 1985. 
Rigorous stabilization measures imposed by President Victor Paz 
Estenssoro in August 1985 reduced inflation to 66 percent in 1986 
and to 10.66 percent in 1987. Inflation during the first 3 months 
of 1988 totaled 2.34 percent. A petroleum products price increase 
at the end of March contributed to rising consumer costs, but the 
government expects that continued strict fiscal policy will again 
result in low annual inflation in 1988. 


GROSS DOMESTIC PRODUCT 


Bolivia’s economy registered an estimated 2.16 percent growth in 
1987, following 5 consecutive years of decline. Both the 
manufacturing and commercial sectors of the economy increased by 
over 7 percent. Construction, transportation, and communications 
also expanded significantly. The GDP for agriculture and forestry, 
the single largest sector of the Bolivian economy, decreased 0.18 
percent in 1987, after a 1.9 percent drop during the previous year. 


The minerals sector declined by over 20 percent in 1987, as 
depressed world minerals prices caused continued layoffs and mine 
closings. Minerals production has declined in every year since 
1981. The sector represented only 4.01 percent of the nation’s GDP 
in 1987, compared with 11.38 percent of the total in 1978. 
Petroleum production increased by 2.32 percent in 1987. Although 


exports to Argentina declined, production for the domestic market 
increased. 


The mining sector is expected to recover slightly in 1988, as some 
restructured state-owned mines resume operations. Rising minerals 
prices may also spur growth. Both the manufacturing and commercial 
sectors are also expected to register growth in 1988. 





BALANCE OF PAYMENTS 


Bolivia’s trade deficit further deteriorated to $213.1 million in 
1987, from an estimated $46.9 million in 1986. Hydrocarbons sales 
to Argentina, which account for over half of Bolivia’s total legal 
exports, dropped by 27 percent. Total FOB exports are estimated at 
$473 million, a drop of 13 percent. Officially registered imports 
increased to $776 million in 1987, compared with $711.5 million in 
the preceding year. The current account deficit widened to $472 
million. 


- The official trade figures do not include estimates for the sizable 
amount of trade in the informal sector. Bolivia continues to import 
large amounts of contraband, primarily consumer goods such as 
foodstuffs and electronic equipment. The current account also 
excludes illegal narcotics exports. Although undetermined, income 
from these exports could have equalled the total of all other legal 
exports. Nevertheless, lower prices for coca leaves and 
intermediate products are expected to decrease substantially foreign 
exchange inflows from this source in 1988. 


The capital account registered a $9.1 million surplus in 1987, due 
largely to rescheduled and unpaid external debt obligations and 
disbursements by multilateral institutions. The capital account is 
expected to remain positive in 1988, but the current account deficit 


is expected to widen. Hydrocarbons exports will continue to drop, 
although mining and nontraditional exports are expected to increase 
slightly. Lower tariffs will encourage higher imports. 


PUBLIC FINANCE 


Both tax and customs revenues dramatically increased in 1987 as the 
government implemented reforms in both areas. Tax collections rose 
by over 100 percent. Nevertheless, the Bolivian Government 
continues to depend heavily on its natural gas exports for 
revenues. Argentine delays in payment for these sales considerably 
weakened the country’s reserve position at the end of 1987. Net 
foreign exchange reserves at the end of 1987 totaled $177.5 million, 
a 20 percent drop from the total at the end of 1986. Lowered 
tariffs, effective April 1988, promise to reduce customs revenues, 
but increased imports may help to offset the decline. 


The government maintained a tight fiscal policy during 1987, but 
this policy may be relaxed slightly during 1988 in response to 
growing public pressure to increase wages and public sector 
spending. The proposed 1988 budget totals $3.03 billion, about 67 
percent of GDP. Investment spending is budgeted at about $290 
million. Public sector expenditures during 1987 were significantly 
lower than anticipated. This pattern may be repeated in 1988 due to 
Argentine gas payment shortfalls. 





The country’s currency, the Boliviano, depreciated 15.1 percent 
during 1987. It is expected to depreciate further during 1988; 
during the first 3 months of the year, the currency was devalued 3.6 
percent against the U.S. dollar. 


FOREIGN DEBT 


Bolivia’s total public external debt at the end of 1987 is estimated 
at $4.3 billion. Private sector external debt is estimated at 
$60-$100 million, although no accurate statistics are available. 


The central government owes over half of the total public debt. 
Public sector enterprises, notably the National Power Supply Company 


and the Bolivian State Petroleum Company, are the other major public 
debtors. 


Bolivia owes 53 percent of its total debt to official agencies of 
other nations. Bolivia’s major bilateral creditors are Argentina, 
the United States, Brazil, and Japan, in order of importance. Debt 
owed to multilateral financial institutions totals $1.2 billion, or 
27 percent. Creditors in this category include the Inter-American 
Development Bank ($674 million) and the World Bank ($401 million). 


During 1987 Bolivia paid $131.4 million of its $251.3 million debt 
service due that year. Bolivia finalized rescheduling agreements 
with several bilateral creditors in accordance with a decision 
reached at a June 1986 Paris Club meeting. 


Bolivia signed an agreement permitting debt buy-backs and 
debt-equity swaps with its foreign creditor banks in July 1987. The 
debt may also be exchanged for "investment bonds" that may be used 
to finance a qualified investment in Bolivian enterprises, in 
accordance with regulations issued in March 1988. As of March 30, 
1988, Bolivia had repurchased over $308 million of its external 
debt, utilizing funds donated by various other countries. 


AGRICULTURE 


Agriculture remains the most important sector of the Bolivian 
economy, employing over 50 percent of the work force. Principal 
agricultural products are coffee, soybeans, corn, sugar, rice, 
potatoes, timber, and livestock. The combined outputs of the 


agricultural, forestry, and fishery sectors accounted for 23 percent 
of Bolivia’s GDP in 1987. 


Bolivia’s principal agricultural exports are timber, coffee, soya, 
and sugar. Timber surpassed coffee as the country’s leading 
agricultural export in 1987, as exports rose 34 percent to $30.8 
million. Although the volume of coffee exports increased slightly, 
their dollar value decreased due to lower world market prices. Soya 
exports more than tripled in 1986 but remained virtually unchanged 





in 1987, totaling $18.8 million. Although many sugar producers have 
in recent years switched their production to soya, the lack of 
available farm credits has hindered further expansion in this area. 


Bolivia’s sugar exports had dropped substantially in recent years, 
due mainly to continued reductions in the U.S. sugar quota and the 
unavailability of other markets. Since high internal production 
costs make Bolivian sugar uncompetitive in the international 
marketplace, the United States has traditionally represented 
Bolivia’s primary export market. Nevertheless, exports to Peru 
increased dramatically in 1987. Largely because of this increase, 
sugar exports were valued at $8.6 million in 1987, a 75 percent 
increase over 1986. They are expected to decline this year, 
however, due to a further reduction in the U.S. sugar quota and the 
difficulty in exporting to Peru, a country with persistent foreign 
exchange problems. 


Heavy rains during the harvest in early 1988 caused a decline in 
agricultural production, especially in the high altitude western 
region and in the lowlands of Santa Cruz. Growers of potatoes, 
cotton, and soya have experienced particularly heavy losses. 


MINERALS AND HYDROCARBONS 


Although minerals and hydrocarbons represented 81 percent of total 
1987 exports, these sectors accounted for only 10.1 percent of 
Bolivia’s gross domestic product. The government’s reorganization 
of the national mining company, COMIBOL, resulted in many mine 
closings and massive layoffs in 1986-87. Nevertheless, production 
is expected to increase in 1988 as restructured mines resume 
operations. Minerals exports increased slightly in 1987 for the 
first time since 1984. 


Tin remains Bolivia’s most important mineral, although production 
has declined steadily since 1981. The October 1985 collapse of the 
world tin market profoundly affected the industry. Exports dropped 
by 44 percent in 1986 and by 28 percent in 1987. 


Silver has emerged as the country’s second crucial mineral export; 
1987 exports increased almost 22 percent, to $33.3 million. Other 
significant mineral products exported include tungsten, antimony, 
zinc, lead, and gold. Bolivia is the world’s second largest 
producer of antimony, after the People’s Republic of China. Bolivia 
legally exported 2 tons of gold in 1987. Unrecorded gold exports, 
valued at approximately $120 million, may be as high as 10 tons. 


Bolivia has large untapped resources of lithium and potassium in the 
large salt basins of the altiplano. The government announced that 
in the first part of 1988 it would solicit bids for a joint-venture 
partner to develop the reserves. 





Natural gas sales to Argentina continue to represent Bolivia’s 
largest export, although the 1987 price contract reduced both the 
volume and value of sales until the contract’s expiration in 1992. 
Negotiations with Brazil may provide another market, which could be 
developed by the mid-1990s. 


INDUSTRY 


Although manufacturing output has declined over 40 percent since 
1980, it represented one of the most rapidly expanding sectors of 
the economy in 1987. The manufacturing sector represents 10.8 
percent of GDP. Over half of Bolivia’s manufactures are non durable 
consumer goods such as food, beverages, tobacco, and coffee. 
Handicrafts and hydrocarbons products account for much of the 
remainder. 


The easing of foreign exchange restrictions in late 1985 enabled 
manufacturers to obtain more readily imported raw and semi 
manufactured materials. March 1988 legislation reduces the tariff 
on imported capital goods from 20 to 10 percent and provides for a 
gradual reduction of tariffs on other imports. The government 
expects that the action will encourage industries to increase 
production. In addition, exporters of non traditional goods are 
supposedly eligible for a customs rebate certificate which refunds a 
portion of tariffs paid. However, the government has not yet 
implemented this provision. Persistent high interest rates continue 
to deter many manufacturers from expanding their operations. 
Although rates fell considerably during 1987, prevailing rates for 
U.S. dollar loans in April 1988 ranged from 24 to 27 percent. Rates 
for Boliviano loans averaged 41 percent. 


Public sector wage increases have not kept pace with inflation and 
have reduced demand for consumer goods. The steady flow of 
favorably priced contraband goods has further restricted 
production. Industries are currently operating at about 40 percent 
of installed capacity. 


Continued dependence on imported raw materials will keep production 
costs high. High transportation costs resulting from the country’s 
land locked status and its lack of a developed infrastructure 
seriously affect the competitiveness of Bolivian goods. 
Manufacturers cite continual difficulties in obtaining working 
capital. A planned new investment law is expected to provide a more 
favorable climate for both domestic and foreign investors. 
Nevertheless, the possibilities for recovery in this sector depend 


to a large extent on increased credit availability at affordable 
rates. 


BANKING 


Unstable economic conditions in Bolivia in the 1980s have diminished 
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the importance of the banking system as a major force in promoting 

investment. The volume of commercial bank transactions has dropped 
dramatically. The commercial bank deposit base, which was about 
$764 million in 1981, reached a low of $11 million in 1985. 
Deposits increased almost 300 percent in 1986, however, and totaled 
$371.5 million in December 1987. Demand deposits and currency (M1) 
comprised about 70 percent of the total. 


The Paz Estenssoro Government deregulated commercial bank lending 
and deposit rates and restored dollar-denominated accounts in an 
effort to restore incentives to the banking system. The banks 
increased interest rates sufficiently to attract some savings. 
Nevertheless, the banking system remains in a precarious state. 

Many banks have large portfolios of bad loans and inadequate capital 
to withstand shocks. Three banks failed during 1987 due to fraud 
and internal mismanagement. Other banks have reduced employment and 
closed unprofitable branches in an effort to cut expenses. Public 
confidence in the banking system remains low; less than 10 percent 
of the population make use of banking services. Many observers 
believe that smaller banks must ultimately close or merge with other 
banks in order for the system to regain credibility. 


The July 1987 reactivation decree established new banking 
regulations aimed at strengthening the banking system and improving 


supervision. This legislation increased capital and reserve 
requirements and established loan loss reserve requirements aimed at 
discouraging concentration of credit. Recent regulations provide 
stiff penalties for the maintenance of inadequate reserves. 


IMPLICATIONS FOR U.S. TRADE 


Bolivia’s economy is highly dependent on imports. Most industries 
import 90 percent of the raw or semi finished materials used in 
production. The drop in exports has required manufacturers to 
acquire more foreign exchange through the Central Bank’s auction 
facilities or through the legal parallel market. The country also 
continues to import large amounts of contraband goods from 
Argentina, Brazil, Chile, and Panama despite lower tariff rates. 


Agribusiness promises to be the most active sector in the near 
future. Agribusiness projects financed by approximately $100 
million in credits from international development agencies will 
require new production technology, especially for food processing 
and packaging and for food storage. The expansion of this sector 
will require infrastructural development, including construction and 
modernization of roads, railroads, and air transportation facilities. 


The telecommunications industry provides another attractive market 
for U.S. business. ENTEL, the government-owned telecommunications 
company, plans to expand its telephone facilities and improve 
satellite communications over the next several years. ENTEL awarded 
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a $6.3 million microwave contract to a U.S. telecommunications firm 
during 1987. Unlike many other proposals, ENTEL’s projects are 
adequately financed, as ENTEL generates its own income, including 
foreign exchange from its international communications activities. 


The energy and power sector will offer numerous opportunities for 
U.S. firms. Bolivia’s electricity consumption is expected to grow 
at an average annual rate of 5.9 percent in 1988 and 1989, and at a 
6.7 percent rate in the early 1990s. The state-owned power 
generation company is planning to invest over $100 million through 
1990 to install turbines, generation plants, and transmission 

lines. In addition, the privately owned Bolivian Power Company 
(COBEE) plans projects estimated at $62 million during 1988-90. The 
World Bank and the International Development Bank may provide 
financing for some of COBEE’s projects. 


U.S.-manufactured computer equipment and peripherals are highly 
competitive in the Bolivian marketplace, and the demand for these 
items continues to rise. Automobile parts and accessories represent 
another growing market, as the number of vehicles has sharply 
increased in the past 2 years. In addition, the government plans to 
purchase substantial quantities of medical equipment in connection 
with the construction of new hospitals and the expansion of existing 
health programs. 


Many of the following projects also provide business opportunities, 
although a number of them lack financing. 


TELECOMMUNICATIONS: ENTEL plans three major projects during 
1988-90. The company plans to establish 20 small ground satellite 
stations throughout Bolivia and one large ground station in La Paz 
as part of its Domestic Satellite Communications Network (DOMSAT). 
Other projects include development of a Rural Telephone System 
(ERNT) and the installation of digital switching systems, first in 
La Paz and Santa Cruz, and later in the entire country. ENTEL will 
fund virtually the entire cost of these projects. 


RAILROAD REHABILITATION PROJECT: Now in its fourth phase, this 
project continues the rehabilitation and modernization of Bolivian 
railways. The project focuses on track rehabilitation, although it 


includes some rolling stock. It has received $20 million in World 
Bank financing. 


Another proposed railroad project would connect Cochabamba and Santa 
Cruz and thereby link the Atlantic and Pacific Oceans by rail. A 
Brazilian firm expects to conclude a feasibility study in the near 
future. Construction cost is estimated at $450 million, but the 
project currently lacks financing. 


ROAD CONSTRUCTION AND DESIGN: The Inter-American Development Bank 
expects to disburse $20 million for new road construction and road 
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rehabilitation within the next 2 years. The projects require 


construction equipment, as well as consulting and supervisory 
services. 


COMIBOL REHABILITATION PROJECT: COMIBOL hopes to improve the 
productivity of its six remaining mining centers by updating 
equipment and doing further exploration. The rehabilitation will 
require $55 million for equipment and an additional $100-$120 
million for consulting services. The World Bank is expected to 
finance part of the project. 


RURAL ELECTRIFICATION: This project, jointly financed by the World 
Bank and the Andean Develoment Corporation, will provide electricity 
to rural areas over the next 3 years. The program requires 
transformers, transmission lines, generators, and communications 
equipment. 


SANTA CRUZ-BRAZIL GAS PIPELINE: Although an engineering study was 
completed in 1982, this project still awaits approval. 


Implementation requires a long-term gas purchase commitment from 
Brazil. 


LITHIUM-POTASSIUM PROJECT: The salt flats of the altiplano contain 
vast untapped resources of lithium and potassium. The Bolivian 
Government announced in late 1987 that it would call for bids for a 
development feasibility study in mid-1988. Estimated at $250 
million, the project currently lacks financing, although a number of 
private firms have expressed interest in the proposal. 











